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A. SUMMARY 
 

1. Executive Summary 
 
Nearly half of California workers are on track to live at or near poverty upon reaching 
retirement age. Without the ease and simplicity of regular payroll contributions to a retirement 
savings account at work, many simply do not save for retirement. While the problem of 
retirement insecurity may have many sources, one solution is evident: increasing access to 
workplace retirement plans. Research shows that people are fifteen times more likely to save 
when they have access to a payroll deduction savings vehicle at work.  
 
The CalSavers Retirement Savings Program (“CalSavers” or “the Program”) will provide over 
seven million California workers access to a voluntary retirement savings program at their job. 
As more Californians join the workforce in the decades to come, the program will ensure the 
next generation of working Californians has the ability to begin saving for retirement 
throughout their career. The program will be self-sustaining by participant fees, with no direct 
cost to employers or taxpayers, and, over time, will provide a net benefit to taxpayers when 
fewer elder citizens require taxpayer funded public assistance. 
 
Individual Saving 
Due to the impact of compound interest, younger workers, in particular, stand to benefit from 
the program. For example, a 25 year old worker earning $30,000 per year could accrue about 
$350,000 in retirement savings if they participate in the program for 40 years under the default 
account settings — with investment earnings composing about two-thirds of the savings. By 
contrast, today, about one-third of American households aged 55 or older have nothing at all 
saved for retirement beyond Social Security. 
 
Table 1. ς Sample Savings Scenario for Career-long Participant at Default Settings 

 
Scenario assumptions: starting salary of $30,000 with 1% salary increase per year; hypothetical rate of return is 
5%. Investment returns may vary, are not guaranteed, and assets may lose value. 
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Spending, Investment, and Sales & Use Tax Impacts 
CalSavers’ success in encouraging millions of Californians to save for retirement may result in 
economic impact related to consumption (i.e. spending) that subsequently has sales and use tax 
revenue impacts. The scale of these impacts is correlated to the amount of retirement savings 
accrued by participating individuals.  
 
While modest shifts from spending to saving could have a short-term macroeconomic impact, it 
is not certain that these impacts will materialize, and some of these potential impacts would be 
offset by increased investment in the state economy due to new savings by CalSavers 
participants. By the fifth year of operation, the positive impacts of increased investment are 
expected to outweigh any other impacts related to decreased spending.  
 
Table 2. ς Possible Macroeconomic Impacts - Output, Earnings, and Value Added  

 
 
Employer Impact 
Participating employers will facilitate their employees’ access to a retirement savings program 
at no cost and with no liability, improving their ability to compete in the labor market and 
retain current employees. While the program requires no direct costs or fees for employers, it 
may require some employers to perform tasks necessary to register for the program and 
facilitate payroll contributions, depending on the level of functionality provided by any payroll 
service arrangement.  
 
The program based its estimates of the cost of employer compliance on actual experience data 
from the State of Oregon’s retirement savings program, which has most of the same design 
features as CalSavers. Based on that data, it is estimated that employers may experience 
opportunity costs of about $157 in the first year of participation and $135 annually thereafter 
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for the staff time spent performing these tasks. This impact, however, could be subject to some 
significant variance, as some employers may have payroll systems that alleviate the impacts.  
 
Summary 
This Standardized Regulatory Impact Assessment (SRIA) represents the best estimates of 
potential impact of the Program. Because CalSavers has not yet begun operation, these 
estimates are based on commonly accepted methodologies in the state’s regulatory review 
framework, the experiences of similar programs, peer-reviewed research, and publicly available 
data. Throughout the SRIA, the authors attempt to show the rationale for the assumptions used 
and describe the causes and scope of the impacts considered.  
 
Once implemented, the estimates and assumptions used in this analysis will shift from the 
theoretical to actual measurements of experience. The Board is eager to contribute to the 
wealth of knowledge on retirement savings, behavioral economics, and the use of that 
knowledge to better understand economic and fiscal impacts of bold public initiatives like 
CalSavers.   
 

2. Statement of the Need for the Proposed Regulations 
 

In 2012, the California Legislature enacted and the Governor signed Senate Bills (SB) 1234 and 
(Chapter 734, Statutes of 2012) and SB 923 (Chapter 737, Statutes of 2012) which established 
the California Secure Choice Retirement Savings Investment Board (Board) and required it to 
conduct a market analysis to determine whether the necessary conditions for implementing the 
California Secure Choice Retirement Savings Program (now known as the “CalSavers Retirement 
Savings Program”) could be met. The legislation required the Board to determine, based on the 
market analysis, if necessary conditions can be met and prohibited implementation of the 
Program without subsequent legislation to authorize it.   
 
In 2016, the California Legislature enacted and the Governor signed SB 1234 (Chapter 804, 
Statutes of 2016) which granted the Board the authority to implement the Program, defined 
how certain aspects of the Program shall be operated, and provided the Board the authority to 
adopt regulations.  
 
The Board is authorized under Government Code Section 100010(b) to adopt regulations it 
deems necessary to implement the Program consistent with the Internal Revenue Code and 
regulations issued pursuant to that code to ensure that the program meets all criteria for 
federal tax-exempt benefits. Government Code Section 100048 deems the adoption, 
amendment, repeal, or readoption of such regulations to address an emergency for purposes of 
Government Code Section 11346.1 and Section 11349.6 and thereby exempts the Board from 
the requirements of Government Code Section 11346.1(b).   
 
In general, the proposed regulations will implement, interpret, and make specific the rules, 
policies, and procedures governing the CalSavers Retirement Savings Program. Specifically, the 
proposed regulations would accomplish the following: 
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a. Define employer and employee eligibility for the Program and establish the means by 
which the Program shall evaluate such eligibility; 

b. Establish the processes by which eligible employers shall register for the Program; 
c. Define the duties for participating employers and the processes by which participating 

employers shall comply with the requirements of the Program; 
d. Establish processes for enrollment of eligible employees into the Program;  
e. Establish policies for participation of individuals outside of an employment relationship;  
f. Define default account settings for participants that do not make an alternative election;  
g. Define the alternative elections available to participants; 
h. Define processes and policies for contributions and investment of contributions;  
i. Define the processes and policies for withdrawals from the Program and transfers into 

or out of the Program; and 
j. Define the policies for confidentiality and disclosure of information collected by the 

Program. 
 

3. Major Regulation Determination 
 

Senate Bill 617 (Stats. 2011, ch. 496) established new regulatory impact assessment standards 
for major regulations. A state agency must conduct a SRIA when it estimates that a proposed 
regulation has an economic impact exceeding $50 million.  
 
Because the revenue impact of adoption of these regulations, and, ultimately, the operation of 
the Program, is estimated to exceed $50 million in any given year of operation, the Board 
completed this SRIA in accordance with state law and regulations adopted by the Department 
of Finance on major regulations.  
 

4. Economic Baseline 
 

The proposed regulations were not needed prior to passage of SB 1234 in 20161, which directed 
the California Secure Choice Retirement Savings Investment Board to design and implement the 
CalSavers Retirement Savings Program.  
 
Prior to the implementation of the Program, over 7.5 million California workers lacked access to 
a workplace retirement savings plan2 and over half of California employers did not provide a 
workplace retirement savings plan3. After the Program is implemented, approximately 7.1 
million Californians will gain access to a workplace retirement savings program.  
 
To establish the economic baseline for this analysis, the authors assume current conditions 
without the Program and, therefore, no legislative mandate for certain employers to maintain a 
workplace retirement program.  
 
                                                            
1 Stats. 2016, ch. 804, (SB 1234, [De León]) 
2 John, D. and Koenig, G., (2015), Workplace Retirement Plans Will Help Workers Build Economic Security, AARP Public Policy Institute  
3 Pew Charitable Trusts, (January 2016), Employer-based Retirement Plan Access and Participation across the 50 states (California)  

https://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201520160SB1234
https://www.aarp.org/content/dam/aarp/ppi/2015-07/AARP-California-state-fact-sheet.pdf
http://www.pewtrusts.org/~/media/data-visualizations/interactives/2015/retirementsavings/pdf/pewemployerbasedretirementplanaccessandparticipationcalifornia.pdf
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5. Public Outreach and Input 
 

Throughout the development of the proposed regulations, staff continually solicited the input 
of the public, stakeholders, and external expertise. The public had numerous opportunities to 
provide input on the regulations through publicly noticed Board meetings, workshops open to 
the public, and regular meetings of informal stakeholder working groups.  
 
The process for developing the proposed regulations began in the summer of 2017 with a series 
of meetings with informal working groups composed of representatives from employer and 
business organizations in the state, organizations representing employees, non-profit 
organizations focused on financial empowerment and economic inclusion, and others. Staff 
conducted several program design feedback meetings were held with these informal working 
groups.  
 
Staff begun providing regular updates on the development of regulations at public Board 
meetings beginning with the August 28, 2017 Board Meeting, focusing the initial presentations 
on the input of the informal working groups. Staff provided a second update on the input of the 
informal working groups at the September 25, 2017 Board meeting. Staff provided an in-depth 
presentation on options and recommendations for regulations at the October 23, 2017 Board 
meeting. To prepare the materials for the meeting, staff consulted with program consultants, 
stakeholder organizations, policymakers at the state and federal level, non-profit organizations, 
and peer-reviewed research. Each of these meetings were open to the public and public 
comment periods were provided. 
 
At the November 27, 2017 Board meeting, staff presented the Board with a preliminary draft of 
the regulations. Following that meeting, staff solicited comments from the public on the draft 
regulations in writing and invited members of the public to participate in two workshops on the 
draft regulations held December 5 and December 7, 2017. Members of the public could 
participate in the December 5, 2017 meeting in-person or by phone. The December 7, 2017 
workshop had been scheduled to be held in Los Angeles and by phone, but the in-person 
workshop was cancelled due to wildfires spreading in the area. Instead, staff conducted that 
workshop entirely by phone. Written comments were posted publicly on the Program website.  
 
At the December 18, 2017 Board meeting, staff presented a summary of comments received, as 
well as copies of all written comment letters. Following that meeting, staff incorporated 
direction given by the Board to develop a set of proposed regulations, presented to the Board 
at the February 26, 2018 Board meeting. At the meeting, the Board approved the content of 
the regulations and authorized the Executive Director of the Program to initiate the emergency 
rulemaking process.  
 
 
 

http://www.treasurer.ca.gov/scib/meeting/2017/20170828/staff/6.pdf
http://www.treasurer.ca.gov/scib/meeting/2017/20170925/staff/3.pdf
http://www.treasurer.ca.gov/scib/meeting/2017/20171023/staff/5.pdf
http://www.treasurer.ca.gov/scib/meeting/2017/20171127/staff/6.pdf
http://www.treasurer.ca.gov/scib/meeting/2017/20171218/staff/8.pdf
http://www.treasurer.ca.gov/scib/regulations/index.asp
http://www.treasurer.ca.gov/scib/meeting/2017/20171218/staff/8.pdf
http://www.treasurer.ca.gov/scib/meeting/2018/20180226/staff/8_1.pdf
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6.  Methodology 
 
For this SRIA, the authors made a series of calculations using assumptions and estimates from a 
variety of sources including peer-reviewed academic research; research conducted by an array 
of organizations, think tanks, non-profit, and for-profit entities; government data; and survey 
data from a variety of sources.  
 
This SRIA relies on a number of assumptions that could vary significantly from actual 
experience. Some assumptions are influenced by the policy choices made by the Board in 
adopting the proposed regulations. For example, while the Board cannot know with any 
certainty how much an individual is likely to save under the Program, it expects that the default 
contribution rate will have some significant influence on the number. For that reason, this SRIA 
assumes all participating individuals will, on average, save according to the 5% default 
contribution rate established in the proposed regulations.  
 
Other assumptions are almost entirely influenced by factors that cannot be directly influenced 
by the content of the proposed regulations. For example, investment return has a significant 
impact on expected savings, macroeconomic impacts, and—long term—Sales and Use Tax (SUT) 
revenue. Although there is potential for significant variation in outcomes, this SRIA assumes all 
participating individuals will earn investment earnings at a rate near rates typically earned for 
investments similar to the investment options to be offered by the Program. 
 
While some assumptions used in the SRIA are built on decades of vigorous academic study, 
other assumptions used in the SRIA lack such a robust lineage of experience and required the 
authors to develop best estimates. Some calculations are made using author estimates, 
qualitative indicators, and survey data with relatively small sample sizes.  
 
This section provides a summary of the methodology used for this SRIA, including data sources, 
methods for calculations, and additional notes.  
 

2019-2028 Timeframe 
Section 2002(c) of the California Code of Regulations requires state agencies to identify and 
describe all costs and benefits due to a proposed regulatory change calculated on an annual 
basis from estimated date of filing with the Secretary of State through twelve months following 
full implementation of the proposed regulation. The Board anticipates the Program will open 
for enrollment by early-January 2019. Covered employers will have until 2022 to comply with 
the proposed regulations. To demonstrate the impact of the proposed regulations, however, 
the SRIA evaluates the first decade of Program operation to better show the impact over time. 
Unless otherwise noted, this SRIA evaluates potential impact for calendar years 2019-2028.  
 

Number of Employers Impacted 
Typically, employers with a greater number of employees are more likely to offer a retirement 
plan than an employer with fewer employees. For this analysis, the authors estimated the 



Page 10 of 42 

number of employers impacted by the Program by using a variety of existing studies and state 
data on California employers. There are no perfect data on employer sponsorship of retirement 
savings plans and assumptions can vary depending on data sources, methodology, and author 
calculations.  
 
To estimate the number of employers impacted, the authors used assumptions based on 
existing studies by the Social Security Administration (SSA)4, the U.S. Bureau of Labor Statistics 
(BLS)5, and the Pew Charitable Trusts6 and applied those assumptions to employer data 
collected by the California Employment Development Department based on employer size. 
Where necessary, the authors calculated the average sponsorship rate by various employer size 
brackets to provide a comparison of data (shown with an asterisk). Because estimates of 
employer sponsorship vary, the authors have provided a range of assumptions using the high 
and low estimates of employer plan sponsorship.  
 
Statute defines an eligible employer as an employer with five or more employees that doesn’t 
already maintain a retirement plan. Most analyses of employer sponsorship do not explicitly 
measure employer size ranges of five or more employees, but typically measure employers with 
zero or more employees or employers with ten or fewer employees. Given this gap in directly 
applicable data sources, the authors used the same range of assumptions for employers with 
ten or fewer employees to apply to employers with five to nine employees.  
 
Using these data sources, the authors estimate between 238,300 and 331,832 employers will 
be impacted. For this analysis, the authors assumed the number of covered employers to be 
the midpoint between the high and low estimates.  
 

Table 3. – Estimates of Employers Eligible for the CalSavers Retirement Savings Program 

Employer 
Size (as # 
of EEs) 

Number of 
Employers 
(EDD)7 

Estimates of Employer 
Retirement Plan 

Sponsorship Rates 

Estimated # of Covered Employers (2019) 

SSA BLS PEW Low Mid High 

500+ 2,803 
 

89% 70% 308 575 841 

100-499 22,852 79% 56% 4,799 7,427 10,055 

50-99 36,164 73% 65% 46% 9,764 14,646 19,528 

10-49 223,262 57%  30% 96,003 126,143 156,283 

5-9 176,981 18-23% 127,426 136,275 145,124 

10>  23%  18%   

  TOTAL 238,300 285,066 331,832 

 

                                                            
4 Dushi, I., Iams, H.M., Lichtenstein, J., (2015), Retirement Plan Coverage by Firm Size: An Update, Social Security Administration Office of 
Retirement and Disability Policy 
5 U.S. Department of Labor Bureau of Labor Statistics, (July 2017), Employee Benefits in the United States - March 2017 
6 Supra note 3  
7 California Employment Development Department, Size of Business Data for California (Quarterly) 

https://www.ssa.gov/policy/docs/ssb/v75n2/v75n2p41.pdf
https://www.bls.gov/news.release/pdf/ebs2.pdf
http://www.labormarketinfo.edd.ca.gov/LMID/Size_of_Business_Data_for_CA.html
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To estimate the growth of employers from the first year of program operation in 2019 to 2028, 
the authors calculated average annual employer growth from 2009-2017 using data from the 
Employment Development Department8. For that period, the number of California employers 
increased by an average rate of 1.71% annually.  
 
Appendix G.1. includes a table showing expected employer participation for years 2019-2028. 
 

Assumptions Used for Employer Impact 
To estimate the employer impact, the authors developed assumptions using the experience of 
employers participating in similar programs in other states—particularly the OregonSaves 
program. The OregonSaves program requires essentially similar employer duties:  

¶ registration, including confirming employer details; 

¶ establishing payroll contributions; and 

¶ adding employee data.  
 
In a survey of employers participating in the OregonSaves pilot program, participating 
employers provided feedback for the amount of time necessary to complete their duties. 
Employers reported registration required about 30 minutes, establishing payroll required an 
average of eleven minutes, and adding employee data required an average of about 30 
minutes. To estimate the opportunity cost incurred by participating employers, the authors of 
this analysis assumed employer compliance will require the same amount of time as reported in 
the OregonSaves survey.  
 
Because the registration and payroll contributions tasks will only be necessary one time for a 
participating employer, the authors included the impact related to those tasks in their first year 
of participation. Employers will be required to add new or newly-eligible employees within 
thirty days and conduct open enrollment once annually for employees that previously opted 
out of the Program. While the authors expect some significant variation in practice, they 
assumed employers will add new employees once monthly.  
 

Table 4. – Estimated Opportunity Costs for Staff Time Necessary to Complete Tasks 

Task  

Avg. 
Minutes 

Per 
Task 

Avg. 
Pay 
Rate 

 Year one   

New 
Employee 

Enrollment 
(12x/annual) 

Open Enroll 
(annual) 

Year one 

Registration 30 

$20.50 

$10.25    

Payroll 
Contributions 

11 
$3.42    

Add employees 30 $10.25 $10.25 $10.25  

Total   71 $23.91 $122.99 $10.25 $157.15 

 

                                                            
8 Ibid.  
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To estimate the staff costs necessary for employer compliance, the authors used the average 
hourly wage for office and administrative support, general office clerks, and payroll and 
timekeeping clerks, and human resources assistants9.  
 

Table 5. – Estimated Average Wages for Positions for Program Compliance 

Average Wage by Position  
Mean Hourly 

Wage 

Office and Administrative Support  $ 17.77  

Office Clerks General  $ 17.84  

Payroll and Timekeeping Clerks  $ 24.82  

HR Assistants, except payroll & 
timekeeping 

 $ 21.56  

Average    $ 20.50 

 
The authors multiplied the average hourly wage by the amount of time expected for the first 
year of program compliance and each year thereafter for a ten-year period. A table detailing 
these estimates of employer impact is included as Appendix G.3.  
 

Number of Eligible Employees 
For these assumptions, the authors relied on a market profile completed for the Board in 
201610. The authors of that study analyzed microdata from the Current Population Survey 
conducted by the U.S. Census Bureau, among other data sources. The demographic profile was 
created using data from 2013-2015.  
 
Key demographic characteristics included in the 2016 market profile include: 

¶ 6.8 million California workers age 18-64 were eligible for the Program were eligible for 
the Program; 

¶ the population skews younger, with about three out of five under the age of 40 and over 
a third under the age of 30; 

¶ average income is about $35,000 and median income is about $23,00011; and 

¶ a majority (54%) of eligible workers are employed by firms with fewer than 100 
employees and 43% work for firms with fewer than 50 employees. 

 
Due to changes in the state unemployment rate and growth in the population of working-age 
Californians, the authors of this analysis expect the number of eligible workers has grown since 
the market profile was completed. To account for this growth and anticipate future employee 
growth, the authors calculated average annual employee growth using 2009-2017 data from 
the Employment Development Department. For that period, the number of California 
employees increased by an average rate of 1.82% annually. Using this growth factor, the 

                                                            
9 OES Employment and Wages Data Tables - State of California, (1st Quarter 2018), Employment Development Department 
10 Baki, M., Rhee, N., et. al., (2016), Final Report to the California Secure Choice Retirement Savings Investment Board, Overture Financial LLC 
11 These estimates were developed before passage of Senate Bill 3 (Leno) in 2016, which increases the state’s minimum wage.  

https://www.census.gov/programs-surveys/cps.html
http://www.labormarketinfo.edd.ca.gov/data/oes-employment-and-wages.html#OES
http://www.treasurer.ca.gov/scib/report.pdf
https://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201520160SB3
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number of eligible employees in 2019, the first year of CalSavers operation, will be about 7.17 
million.  
 

Retirement Savings Assumptions for Participating Individuals 
Impacts on individuals depends significantly on age, as longer time periods allow individuals to 
save a greater amount of money and earn compound interest on those contributions for a 
longer period of time. To demonstrate the impact on individuals, the authors used a model 
developed by the Board’s program consultant, AKF Consulting Group. The authors used the 
model to develop scenarios using the default program settings established in the proposed 
regulations for an individual who begins participating at age 25 and an individual who begins 
participating at age 35.  
 
For each age, the authors also modelled outcomes for scenarios in which the individual begins 
contributing at the default contribution rate of 5% and one in which the individual contributes 
3%. The authors also developed a scenario in which the individual’s contributions are subject to 
automatic escalation of 1% annually, as would be established as a default option in the 
proposed regulations, and a scenario in which the individual’s contribution amount remains 
static throughout the period.  
 
Participating individuals can change their account settings – contribution amount, investments, 
IRA treatment, etc. – at any time. However, experience shows most participants in an 
automatic enrollment retirement plan remain with the default account settings. Given the 
uncertainty regarding participant behavior, the authors used the actual default contribution 
rate of 5% and an alternative default contribution rate of 3% for this analysis. The same 
considerations apply to automatic enrollment. While the authors anticipate some individuals 
will either choose to opt out of automatic escalation or choose an alternative escalation rate, 
the authors expect a majority of individuals will participate in automatic escalation at the 
default rate established in the proposed regulations.  
 
For scenarios with automatic escalation, the authors assumed the escalations cease at 8% as 
required under Government Code Section 100032(k)(1).  
 
For the investment return assumptions, the authors considered average historical returns for 
typical balanced investment portfolios akin to the investment options to be provided in the 
Program. Given the wide range of potential investment return outcomes, participant behavior, 
and other factor, any assumption about a typical individual’s investment carries a high degree 
of uncertainty. However, the long-range time horizons of these scenarios lend themselves to 
helpful historical comparisons. For this analysis, the author’s assumed net investment returns 
of 5%, informed by historical returns for investment portfolios similar to what will be offered 
under the Program.  
 
For each, the authors assume the following: 

¶ Net annual investment return (including fees) – 5% 

¶ Age of retirement – 65 



Page 14 of 42 

¶ Starting hourly wage – $1512 

¶ Hours worked per year – 2000 

¶ Starting annual compensation – $30,000 

¶ Annual increase in compensation – 1% 
 
The estimates are included in the table below: 
 

Table 6. – Expected Retirement Savings for Individuals Age 25 
 Scenario 1a Scenario 2a Scenario 3a Scenario 4a 

5% contribution, 
1% escalation 

5% contribution 0% 
escalation 

3% contribution 1% 
escalation 

3% contribution 0% 
escalation 

Contributions $119,089 $75,563 $116,340 $45,338 

Earnings $230,376 $150,766 $214,917 $90,460 

Total Funds $349,464 $226,329 $331,257 $135,798 

Contributions as 
% of Total Funds 

34.1% 33.4% 35.1% 33.4% 

 

Contributions 
Compared to 
Scenario 1a 

 

($43,526) ($2,749) ($73,751) 

Earnings 
Compared to 
Scenario 1a 

($79,610) ($15,459) ($139,916) 

Total Funds 
Compared to 
Scenario 1a 

($123,136) ($18,207) ($213,667) 

-35.24% -5.21% -61.14% 

 

Table 7. – Expected Retirement Savings for Individuals Age 35 
 Scenario 1b Scenario 2b Scenario 3b Scenario 4b 

 5% contribution 
1% escalation 

5% contribution 0% 
escalation 

3% contribution 1% 
escalation 

3% contribution 0% 
escalation 

Contributions $84,907 $54,199 $82,158 $32,519 

Earnings $102,688 $67,906 $94,259 $40,743 

Total Funds $187,594 $122,105 $176,417 $73,263 

Contributions as 
% of Total Funds 

45% 44% 47% 44% 

 

Contributions 
Compared to 
Scenario 1b 

 

($30,707) ($2,748) ($52,388) 

Earnings 
Compared to 
Scenario 1b 

($34,782) ($8,429) ($61,945) 

Total Funds 
Compared to 
Scenario 1b 

($65,490) ($11,177) ($114,333) 

-35% -6% -61% 

                                                            
12 Absent a policy change or action from the Governor, the state minimum wage will be $15 an hour for all employers by January 1, 2023.  
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Estimates of Eligible Employees Based on Employer Size 
Government Code Section 100032 establishes deadlines by which covered employers are 
required to comply with the statute. The deadlines differ for employers based on their number 
of employees. Employers with 100 or more employees are required to comply within 12 
months after the Program opens for enrollment, employers with 50-99 employees have a 24 
month deadline, and employers with 5-49 employees have a 12 month deadline.  
 

In the market analysis and financial feasibility study conducted for the Board, the authors 
estimated how the eligible population breaks down by the size of their employer. The authors 
estimated that, out of the 7.17 million Californians eligible for the Program in year one: 
¶ 3.32 million (46%) work for an employer with 100+ employees; 
¶ 774,498 (11%) work for an employer with 50-99 employees; and 

¶ 3.08 million (43%) work for an employer with 5-49 employees. 
 

By applying the employee growth rate of 1.82%, the authors expect this population to increase 
to about 8.44 million by 2028. 
 

Eligible Employee Participation Rate 
Employees are more likely to participate in a retirement savings plan if there are incentives to 
participate (i.e. matching contributions from the employer) or if participation is convenient and 
requires minimal actions by the individual. Also, because not all employees may be immediately 
eligible for some private sector employer plans, participation rates among private sector 
employer plans can vary widely.  
 
The CalSavers program utilizes what is commonly referred to as “automatic enrollment,” where 
individuals are enrolled into the Program if they do not affirmatively choose to opt out. 
Automatic enrollment has been shown to result in high participation rates in retirement plans, 
often resulting in participation rates above 90%, typically doubling participation rates when 
compared to plans without automatic enrollment. OregonSaves, a program similar to CalSavers 
that utilizes automatic enrollment, reports 73% of its eligible employees have chosen to 
participate in their program13. Among employer plans without employer contributions or 
automatic enrollment, participation rates are estimated to be anywhere between 69%14 and 
below 50%. More broadly, the Bureau of Labor Statistics estimates about 72% of private 
workers with access to a workplace defined contribution retirement participate15.  
 
While there are many sources of data and analysis on participation rates for retirement plans 
with automatic enrollment versus plans without, and plans with an employer contribution 
versus plans without, the authors are unaware of any data on expected participation rates for 

                                                            
13 Provided by OregonSaves program (June 1, 2018) 
14 Pew Charitable Trusts, (February 2017), Retirement Plan Access and Participation Across Generations 
15 U.S. Department of Labor Bureau of Labor Statistics, (March 2017), Retirement Benefits: Access, Participation, and Take-Up Rates, Private 
Industry Workers  

http://www.pewtrusts.org/~/media/assets/2017/02/ret_retirement_plan_access_and_participation_across_generations.pdf
https://www.bls.gov/ncs/ebs/benefits/2017/ownership/private/table02a.pdf
https://www.bls.gov/ncs/ebs/benefits/2017/ownership/private/table02a.pdf
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plans with automatic enrollment and no employer contributions, as such plans are rare aside 
from the few other state retirement plans such as OregonSaves. 
 
Because enrollment methodology would likely vary widely among various employer plans, this 
analysis uses a participation rate assumption of 70% – an assumption used in the “pessimistic” 
scenario used in the Board’s financial feasibility study. 
 

Estimates of Annual Savings  
Per Government Code Section 100032, employers will be required to comply with the law 
within twelve, 24, and 36-month periods that will begin once the Program opens for 
enrollment16. The Board estimates the Program will open for enrollment by early-2019. 
Employers with five or more employees will be required to comply with the law by about 
December 31, 2022.  The Program is scheduled to launch in late-2018, however the SRIA 
assumes the Program opens January 1, 2019 to allow for easier comparison of annual impact 
and because there may not be significant impact for the period in 2018 during which the 
Program is operating.   
 

To calculate estimates of annual savings, the SRIA multiplied the annual savings assumptions by 
expected annual eligible employee participation assumptions detailed earlier in this section. 
 

As shown in Appendix G.5., annual savings could be substantial, potentially exceeding $3.5 
billion in the first year. The authors note these estimates are highly sensitive to an array of 
factors, specifically employer compliance, employee participation, employee contributions, and 
investment return. The authors expect this potential outcome could represent the higher range 
of outcomes, as actual participation by employers and employees, among other assumptions, 
could vary significantly from these assumptions. 
 

Assumptions for Consumption Impact  
Long term, the authors expect implementation of these regulations will result in a total increase 
in consumption in the state due to the accrual of investment earnings compounded over time. 
Because participating individuals will save a portion of their income in their working years, the 
authors expect a reduction in consumption in the first decade of CalSavers operation. 
 

The income and financial resources of individuals influences their consumption through 
spending on goods and services. Diminished consumption impacts the state by reducing 
economic activity and sales and use tax revenue—impacts that reverberate through the state 
by impacting employment, state and local spending on public benefits, and impacting sources 
of tax revenue. 
 

As shown in tables 2 and 3, investment earnings are likely to account for a significant portion of 
an individual’s retirement savings—accounting for as much as two-thirds of total savings for 
individuals that begin participating at age 25. Due to the impacts of investment earnings and 

                                                            
16 Government Code Section 100032(e) provides the Board discretion to extend the deadlines.  
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compound interest on individuals’ savings, the California economy should benefit from long-
term consumption increases.  
 

The authors estimated the consumption impact for the first decade of the Program’s operation 
by using the same assumptions for employer and employee participation and expected 
contributions.  
 

While some participating individuals may already be saving a portion of their income in savings 
accounts, other retirement accounts, or through other means, the authors expect a majority of 
the contributions will constitute new savings. As noted in earlier in this section, a majority of 
eligible individuals are lower-income and such individuals are not likely to already be saving 
through existing savings accounts, retirement accounts, or through other means. For the 
purposes of this analysis, the authors assumed 90% of savings through the Program will 
constitute new savings for those individuals.  
 

The authors expect roughly 90% of savings under the Program will represent new savings, as 
lower-income individuals don’t typically direct a significant portion of their income toward 
other savings.  
 
The authors expect some consumption loss will be mitigated by individual consumption through 
new debt, such as credit card expenditures.  Research on participant behavior related to new 
retirement savings and its correlation to debt is limited. One study published in 2017 studied 
how newly-hired civilian U.S. Army employees’ behavior changed following implementation of 
automatic enrollment into the federal Thrift Savings Plan. The study found consumer debt 
increased by 2.1% for individuals with a high school education only, decreased by 1.5% for 
individuals below age 30, and did not change for individuals making less than $34,000 
annually17, although the findings were not statistically significant. While the authors expect 
some increase in additional consumer debt associated with participation in the Program, there 
do not appear to be assumptions that can be relied upon to make any accurate predictions. For 
this analysis, the authors used the assumption that 2.5% of the expected consumption will be 
offset by new credit or debt. 
 
The IRA type used by participating individuals and their behavior could be a significant influence 
on overall consumption impact. Consumption impact could be mitigated by early retirement 
account withdrawals. Because contributions to a Roth IRA, the default IRA type, are made post-
tax, individuals can withdraw contributions without additional taxes or penalties. The authors, 
however, do not expect early withdrawals to represent a significant impact on consumption 
and do not include it among the assumptions used in these calculations.  
 
The authors multiplied expected contributions by a factor of 0.90 and 0.975 to account for the 
influence of new savings and new debt on consumption impacts.  
 

                                                            
17 Beshears, J., Choi, J., et. al., (December 7, 2017), “Borrowing to Save? The Impact of Automatic Enrollment on Debt”, Harvard University/Yale 
University/United States Military Academy  

https://scholar.harvard.edu/files/laibson/files/total_savings_impact_2017_12_06.pdf
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Appendix G.4. shows expected consumption impacts for the 2019-2028 calendar years and 
Appendices G.6.- G.9. include estimates of macroeconomic impacts related to the consumption 
impacts 
 

Assumptions for Sales and Use Tax Impact 
Implementation of these regulations will likely result in a short-term loss of consumption for 
participating individuals, as they will contribute some portion of their income to their CalSavers 
individual retirement account, resulting in losses in SUT revenue. However, the implementation 
of these regulations should result in a long-term increase in SUT revenue due to the effect of 
investment return earnings and compound interest earned on an individual’s account. As 
shown in Section A.6., investment return can compose a majority of overall retirement savings 
over time.  
 
Typically, a majority of individual consumption is not subject to the sales and use tax. Most 
individuals spend a majority of their consumption on housing and utilities, healthcare, 
groceries, insurance, and education—expenditures not typically subject to the SUT18.  For this 
analysis, the authors assumed about one-third of consumption in California is on goods subject 
to the SUT19.  
 
Sales tax rates vary among California cities and counties—reaching as low as 7.25% and as high 
as 10.25%20. On average, the sales tax rate in California is about 8.4%. 
 

Assumptions for Investment Impact 
Implementation of the proposed regulations will result in significant new investments due to 
the retirement savings of CalSavers participants. Savings will be invested in a small menu of 
investment options established by the Board. Under the default account settings, the first 
$1,000 in contributions will be made to a capital preservation fund, which has the primary 
objective of providing individuals safety and liquidity. All contributions after the first $1,000 will 
be invested in either target-date or target-risk fund if the individual does not affirmatively 
select another investment option.  
 
To estimate these impacts, the authors used the same assumptions outlined in this section for 
individual participation and annual savings. To estimate the investment impact on the California 
economy, the authors used assumptions for the portion of overall investment portfolio with 
exposure to California companies. While individuals will have the option to select their own 
investment options out of the menu provided by the Program, experience with similar other 
retirement plans shows most individuals will invest in the default investment option 
recommended to them. Given the age profile of the eligible population, the 2050 Target-Date 
Fund is the type of fund that would be suitable for individuals under age 40 during the first year 
of CalSavers operation.  
 

                                                            
18 Kerstein, S., (May 2015), Understanding California's Sales Tax, [ŜƎƛǎƭŀǘƛǾŜ !ƴŀƭȅǎǘΩǎ hŦŦƛŎŜ 
19 Ibid.  
20 California City & County Sales & Use Tax Rates (effective April 1, 2018), California Department of Tax and Fee Administration 

http://www.lao.ca.gov/reports/2015/finance/sales-tax/understanding-sales-tax-050615.pdf
https://www.cdtfa.ca.gov/taxes-and-fees/rates.aspx
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The Board’s investment consultants, Meketa Investment Group, estimate about 12.5% of a 
2050 Target-Date Fund would have exposure to California companies. The top three most 
active sectors in California are information technology, health care, and consumer discretionary 
goods and services. The authors calculated expected impacts due to new investment for each 
sector, detailed further in Appendices G.6.-G.9. 

B. BENEFITS 
  
To live comfortably in retirement and maintain standards of living, individuals typically require 
retirement income at about 75-90% of their pre-retirement income21. However, millions of 
California workers – and millions more nationwide – have little to nothing saved for retirement.  
 
Studies have shown over half (57%) of Californians age 18-64 lack access to a workplace 
retirement plan22 and, among workers in the middle 50% of the earnings distribution—a 
measure sometimes used to define the “middle class”2324—about half will face significant 
economic hardship in retirement25. Employers, particularly small businesses, cite cost, 
administrative burden, and liability concerns as the top three reasons for not currently offering 
employees access to a retirement savings plan.  
 
Once implemented, the Program will ensure nearly all adult California workers will have access 
to a workplace retirement plan and substantially increase the number of employers that 
maintain a retirement plan for their employees.  
 
State laws and regulations regarding Standardized Regulatory Impact Assessments require state 
agencies to evaluate the impact of major regulations “…without regard to any offsetting 
benefits…that might result directly or indirectly from that adoption, amendment, or repeal.”  
 
The benefits of the Program will, for the most part, not be realized for decades following 
implementation of these regulations. Long-term, the Program should result in significant 
benefits for individuals due to the accrual of retirement savings and the benefits of 
compounded investment interest. Similarly, the Program should result in long-term fiscal 
benefits due to that accrual of savings through increased consumption, increased sales and use 
tax revenue, and a decrease in demand for some government services such as Medi-Cal.  
 
While there may be some marginal benefit for individuals and fiscal benefits in the period of 
time evaluated in the SRIA, the SRIA estimates only the impact for the first decade of CalSavers 
operation, as most participating individuals are unlikely to withdraw retirement savings during 

                                                            
21 Munnell, A. H., Belbase, A., Sanzenbacher, G.T., (March 2018), An Analysis of Retirement Models to Improve Portability and Coverage, Center 
for Retirement Research at Boston College in conjunction with Summit Consulting, LLC 
22 Supra note 2  
23 Rose, S.J., (June 2016), The Growing Size and Incomes of the Upper Middle Class, The Urban Institute  
24 Pew Research Center, (May 2016), America's Shrinking Middle Class: a Close Look at Changes Within Metropolitan Areas, Pew Charitable 
Trusts 
25 Allegretto, S.A., Rhee, N., et. al., (2011), California Workers' Retirement Prospects in N. Rhee’s Meeting California's Retirement Security 
Challenge, U.C. Berkeley Center for Labor Research and Education 

http://crr.bc.edu/wp-content/uploads/2018/03/Portability-and-coverage_Special-report.pdf
https://www.urban.org/research/publication/growing-size-and-incomes-upper-middle-class/view/full_report
http://assets.pewresearch.org/wp-content/uploads/sites/3/2016/05/Middle-Class-Metro-Areas-FINAL.pdf
http://laborcenter.berkeley.edu/pdf/2011/retirement_allegretto.pdf
http://laborcenter.berkeley.edu/meeting-californias-retirement-security-challenge/
http://laborcenter.berkeley.edu/meeting-californias-retirement-security-challenge/
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the decade evaluated in the SRIA. However, given the substantial differences in short- and long-
term benefit, the authors provide some commentary and estimates on the longer-term benefits 
throughout this section.  
 

1. Individuals 
 
Implementation of these regulations and, ultimately, the Program, will benefit individuals by 
providing them access to a workplace retirement plan, increasing the likelihood they will accrue 
meaningful retirement savings and improve their financial security. The impact will depend on a 
number of factors, including whether and when an individual decides to participate in the 
Program, their decisions regarding how much they contribute and how they choose to invest 
their contributions, investment performance, and the Program’s ability to reduce 
administrative fees.  

 
Behavior 
Studies have also demonstrated individuals are fifteen times more likely to save for retirement 
if they have access to a workplace retirement plan.26 A significant portion of eligible CalSavers 
participants tend to skew lower-income,27 causing some to speculate that such workers will not 
save for retirement even if provided access. While we expect some will choose not to 
participate due to those concerns, studies have shown over 85% of working households 
participate in a retirement plan when provided access28 and even among workers with incomes 
below $25,000, a majority participate in a workplace retirement plan when given access29.   
 
The existence of access alone will not completely solve the problem of retirement insecurity in 
California, but should help the millions of current Californians without access, and millions 
more future Californians, significantly improve their future financial security.  
 
Social Security 
An increasing share of workers in California rely on Social Security benefits for all, or a majority 
of, their retirement income. And, when compared with an individual’s earnings, Social Security 
provides a lesser benefit than in the past30. At the same time, costs in retirement are rising, as 
housing costs, which typically comprise the majority of retiree expenses31, continuing to rise 
and Medicare premiums projected to compose a greater share of retiree income over the next 
ten years32.    
 

                                                            
26 Employee Benefit Research Institute and Greenwald & Associates, (2014), Retirement Confidence Survey Fact Sheet #6, Preparing For 
Retirement In America  
27 Supra note 11 
28 U.S. Government Accountability Office, (May 2016), Low defined contribution savings may pose challenges  
29 Scott, J., Blevins, A., et. al., (January 2016), Who’s in, who’s out Pew Charitable Trusts 
30 Goss, S., Clingman, M., et. al., (July 2015), Replacement rates for retirees: What makes sense for planning and evaluation?, Social Security 
Administration 
31 United States Government Accountability Office, (March 2016), Better Information on Income Replacement Rates Needed to Help Workers 
Plan for Retirement 
32 McInerney, M., Rutledge, M. S., King, S. E., (October 2017), How Much Does Out-of-Pocket Medical Spending Eat Away at Retirement 
Income?, Center for Retirement Research at Boston College 

https://www.ebri.org/pdf/surveys/rcs/2014/RCS14.FS-6.Prep-Ret.Final.pdf
https://www.ebri.org/pdf/surveys/rcs/2014/RCS14.FS-6.Prep-Ret.Final.pdf
http://www.gao.gov/assets/680/676942.pdf
http://www.pewtrusts.org/~/media/assets/2016/01/retirement_savings_report_jan16.pdf
https://www.ssa.gov/oact/NOTES/pdf_notes/note155.pdf
https://www.gao.gov/assets/680/675526.pdf
https://www.gao.gov/assets/680/675526.pdf
http://crr.bc.edu/wp-content/uploads/2017/10/wp_2017-13.pdf
http://crr.bc.edu/wp-content/uploads/2017/10/wp_2017-13.pdf
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Many working Californians collect Social Security benefits prior to reaching the “Normal 
Retirement Age” of 67, thereby reducing their monthly benefit. For every year a person delays 
drawing Social Security benefits, he or she increases retirement income by 7-8 percentage 
points. Retirement savings accrued through the Program could afford some lower-income 
workers the resources necessary to delay collecting Social Security benefits. One study 
estimated about 40% of participants in programs like CalSavers could choose to delay claiming 
Social Security by a year or more even if contributing just 3% of their paycheck.33 We would 
expect even greater benefits resulting from participation in CalSavers because its 5% default 
contribution rate and automatic escalation should result in greater accumulation of savings – 
and better ability to delay collecting Social Security benefits.  
 
Passage of recent legislation to increase the statewide minimum wage should serve to bolster 
savings assumptions, as it should increase the amount of contributions among CalSavers 
participants. One recent study analyzed the effect of the minimum wage increase and 
implementation of CalSavers on lower-income California workers. The study examined 
estimated impacts on a 25- and 45-year-old workers at varying income levels and estimated 
how saving through the Program, combined with the minimum wage increase, could result in 
changes to Social Security benefits. Similar to the previously-cited study, the authors found the 
CalSavers program would result in a substantial increase in retirement income through 
increased Social Security benefits and accrual of retirement saving. The study found young 
workers earning the bottom 50% of wages in their age cohort could increase their retirement 
incomes by roughly half as a result of the two policies34.  
 

2. Employers 
 
Roughly half of employers throughout the country do not maintain a retirement plan for their 
employees. In California, well over half of employers (as high as 57%) do not maintain a 
retirement plan for their employees35.  
 
Smaller employers in particular are unlikely to maintain a retirement plan due in part to the 
costs and administrative complexity required to evaluate options in the private marketplace, 
maintain a plan, conduct reporting required of certain employer-sponsored retirement plans, 
and, potentially, incur the risk of liability for breaches of fiduciary duty, discrimination, or other 
legal risks.  
 
The likelihood that an employer sponsors a retirement savings plan varies widely depending on 
an employer’s size. The U.S. Bureau of Labor Statistics estimates 83% of private employers with 
100 or more employees provide retirement benefits, whereas 49% of private employers with 1-
49 employees provide retirement benefits36. The Social Security Administration estimates only 

                                                            
33 Pew Charitable Trusts, (March 2018), Auto-IRAs could help retirees boost Social Security Payments  
34 Rhee, N., (December 2017), California's $15 Minimum Wage and Secure Choice Retirement Savings Program Can Boost Young Low-Income 
Workers' Retirement Incomes by 50%, UC Berkeley Labor Center  
35 Supra note 2 
36 Supra note 5  

https://www.ssa.gov/oact/progdata/nra.html
https://www.ssa.gov/oact/progdata/nra.html
http://www.pewtrusts.org/~/media/assets/2018/03/auto_ira_accounts_and_social_security_brief.pdf
http://laborcenter.berkeley.edu/pdf/2017/Minimum-Wage-and-Secure-Choice.pdf
http://laborcenter.berkeley.edu/pdf/2017/Minimum-Wage-and-Secure-Choice.pdf
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28% of private employers with fewer than ten employees provide retirement benefits37. 
Approximately 66% of the estimated eligible CalSavers population is believed to work for 
businesses with fewer than 100 employees. 
 
Employee Recruitment and Retention 

For employers, offering a retirement plan can be a way to help recruit and retain employees. 
One survey found 89% of employers that offer a retirement plan cited employee recruitment 
and retention as a reason why they offer a plan38. An even greater number of employers report 
retirement plans have a positive impact on employee performance. Despite these benefits, 
however, many employers do not maintain retirement plans due to cost, complexity, and 
concerns about liability. The same survey found over half of respondents cited either expenses 
or limited resources as the main reason for not offering a retirement plan.   
 
Four out of five workers in California work for a small business, a number that many expect to 
grow with the advent of the gig economy and changes in the nature of the workforce. The 
ability to offer benefits helps employers compete in the labor market, something increasingly 
important as the unemployed rate continues to drop nationwide and, in particular, in 
California39.  
 
The CalSavers program will provide employers with a retirement plan option that is simple and 
requires no direct costs, annual reporting, with no fiduciary liability. By having an easy way to 
provide a popular employee benefit, the program should help some smaller employers improve 
their value in the labor market.  
 
However, because all employers in the state with at least five employees will be required to 
either offer a plan of their own or participate in CalSavers, the net impact is difficult to 
estimate. Some employers will be better able to compete with larger employers for labor, 
however employers with fewer than five employees may be at a competitive disadvantage as a 
result of the implementation of statute.  
 
Because of the impacts on labor market competition, some larger employers may be more 
likely to bolster their retirement benefits if they already offered a plan—by increasing employer 
contributions, providing other investment options, or offering a defined benefit or what are 
commonly referred to as ‘hybrid’ or ‘cash balance’ retirement plans.   
 

3. Jobs or Industries 
 

The implementation of these regulations should not result in any direct impact on the creation 
or elimination of jobs or occupations. As shown in Appendices G.6. – G.9., however, changes in 
consumption and investment related to operation of the CalSavers program could have an 
indirect impact on jobs and industries. 
                                                            
37 Supra note 4  
38 Pew Charitable Trusts, (June 2017), Employer Barriers to and Motivations for Offering Retirement Benefits  
39 California Labor Market Statistics, State of California Employment Development Department  

http://www.pewtrusts.org/~/media/assets/2017/09/employer_barriers_to_and_motivations.pdf
http://www.labormarketinfo.edd.ca.gov/data/Top-Statistics.html
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C. IMPACT 
 

1. Individuals 
 
Participation in the Program is completely voluntary for eligible individuals. Individuals that 
choose to participate in the Program will contribute a certain amount of their wages into a 
personal CalSavers account and invest it among a menu of investment options offered by the 
Program.  
 
Participants that do not make an affirmative decision on their contribution amount, 
investments, or IRA treatment will be treated under the Program’s default account settings. 
Participants can choose to change their account settings at any time, however there may be 
some lag if, for example, a change is not made in time to be reflected in an individual’s 
paycheck.  
 
The impact on individuals could vary widely depending on a series of factors including, but not 
limited to:  

¶ personal decisions (i.e. contributions, investment options, early withdrawals of savings, 
etc.); 

¶ global investment performance; and 

¶ administrative fees40. 
 

Reduced Take-Home Pay 
Participating individuals will be impacted through reductions in take-home pay that could be 
otherwise used to pay for concerns more immediate than retirement. However, individuals can 
withdraw their contributions at any time. Withdrawals made before reaching age 59 ½ may be 
subject to penalties and taxes depending on the IRA type under which the contributions are 
invested and the use of the funds.  
 
These regulations would establish Roth as the default IRA treatment, which allows individuals 
to withdraw their contributions—but not investment earnings—without incurring taxes and 
penalties. The Board expects this default account setting should mitigate some of the potential 
financial impacts that may occur to some individuals.   
 
In addition, the default setting directs the first $1,000 of participants’ contributions into a 
capital preservation fund intended to maintain principal for the purpose of use in emergency 
conditions.  
 

                                                            
40 For the purposes of this assessment, “administrative fees” refers to all fees necessary to operate the Program, including investment fees, TPA 
fees, and state administrative fees.  
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Investment Performance 
There is inherent and unavoidable risk in any investment. Government Code Section 
100002(e)(2)(A) compels the Board to seek to minimize participant fees and implement 
investment options that provide maximum possible income replacement balanced with 
appropriate risk.  
 
Participants will choose to invest their contributions from a number of professionally managed 
investment options appropriately suited for participants based on varying levels of risk. 
Participants will have the option to change their investments at any time. For those that do not 
make an affirmative election otherwise, their contributions will be invested in the default 
investment.  
 
The Board’s Investment Policy Statement (IPS)41, approved on May 21, 2018, establishes a 
default investment option that would: 

¶ invest the first $1,000 of contributions into a capital preservation fund designed to 
provide low-risk, steady investment returns; and  

¶ invest subsequent contributions in either a target date fund or a target risk fund (to be 
determined by the Board prior to final regulations and launch) that will be established 
with the primary objective of providing a diversified portfolio appropriate for either 
each participant’s time horizon (target date fund) or a broadly acceptable risk 
preference for all participants. 

 
The IPS also establishes three additional investment options for consideration: a core bond 
fund; a global equity fund; and an environmental, social, and governance criteria (ESG) fund.  
 
Experience has demonstrated diversified investments in the global stock market will earn 
interest long-term, even if the term includes recessions, sustained market losses, and volatility. 
However, past performance provides no guarantee of future performance. Depending on 
investment performance, timing, and participant behavior, participants could lose the value of 
their contributions and investment interest.  
 

Administrative Fees 
Similar to most retirement programs, the Program will charge participants a percentage fee on 
their assets held under the Program to pay for the costs of operating the Program—including 
investment management costs, third-party administrator (TPA) costs, and the costs for the 
state government staff and overhead.  
 
Statute requires the Board to minimize administrative fees and limits the administrative fees to 
below 1% (often expressed as “basis points,” which represent one hundredth of one percent, 
i.e. “100 basis points) on and after six years of CalSavers operation. Despite the six-year period 
allowed by the statute, the Board has expressed a strong intention to secure fees below this 
cap by the commencement of the Program. 

                                                            
41 https://www.treasurer.ca.gov/scib/regulations/investment-policy-statement.pdf  

https://www.treasurer.ca.gov/scib/regulations/investment-policy-statement.pdf
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The administrative fees necessary to operate the Program will depend on the number of 
participating employees and employers, contributions made by participants, and investment 
performance. Because each additional participating employer and employee brings both 
additional costs and additional revenue, the most important factor dictating administrative fees 
is the contributions by participants and investment performance.  
 

2. Employers 
 
Government Code Section 100032 requires employers to register with the Program if they 1) 
employ at least five employees and 2) don’t already maintain a retirement plan for their 
employees. Under the code section, eligible employers with 100+ employees are required to 
register within 12 months of Program operation; eligible employers with 50+ employees are 
required to register within 24 months of Program operation; and eligible employers with at 
least five employees are required to register within 36 months of Program operation. 
Government Code Section 100032(e) provides the Board the authority to extend those 
deadlines at its discretion.  
 
The adoption of these regulations are a necessary part of the implementation of the Program, 
which will initiate the mandate that such eligible employers either begin to offer their own 
retirement plan or register for CalSavers.  
 
Although the Program requires no direct costs from employers to participate and is designed to 
place minimal administrative burden on participating employers, there may be some marginal 
opportunity costs incurred by employers associated with the duties necessary to participate in 
the Program.  
 
Specifically, employers will be required to:  

¶ register with the Program; 

¶ provide necessary data upon registration; 

¶ facilitate distribution of materials provided by the Program; 

¶ ensure employee contributions are remitted to the third-party administrator;  

¶ provide updates as necessary (i.e. when a new employee enrolls in the Program); and 

¶ adjust employee contributions when directed by the third-party administrator 
(employees will make account changes directly with the third-party administrator).  

 
Employers will not be subject to any direct costs or fees and will not have a reporting 
requirement imposed through these regulations. Any impact on employers would be indirect 
impacts that may include opportunity costs due to the time spent registering with the Program 
and performing administrative duties (i.e. enrolling new employees) necessary to operate the 
Program.  
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Similar programs in other states, like the OregonSaves program, and internationally, like the 
NEST program in the United Kingdom, require essentially the same level of employer 
responsibilities as the CalSavers program (although the NEST program does require employer 
contributions to their employee accounts). Both programs have reported positive responses 
from participating employers42, but have also experience difficulty engaging employers that are 
likely eligible for their program.  
 
The extent to which an employer would be impacted may depend on the type of system an 
employer uses for payroll. Employers that do not use a third-party payroll service or payroll 
software may require minor additional internal staff time dedicated to participating in the 
Program for duties including providing basic employee information to the Program, making the 
Program information packet available (either passing out hard copies or providing a web link), 
and facilitating payroll contributions.  
 
While smaller employers may be less likely to use a payroll service, such employers would also 
be expected to require less administrative time for compliance, as they would have fewer 
employees to enroll. Smaller employers would also be expected to benefit more from the 
Program than larger employers, as smaller employers would be expected to have fewer 
resources than larger employers to provide a retirement plan. Smaller employers may also be 
more likely to receive less-favorable terms than a larger employer would from the private 
retirement plan administrators.  
 
Much of the information participating employers will be required to provide to the Program are 
similar to the information employers are already required to provide in the quarterly report of 
wages DE 9C form. A recent state law (AB 1245), requires all California employers to submit tax 
returns, wage reports, and payroll tax deposits to EDD electronically. Due to this requirement, 
the Program does not expect the number of employers without electronic payroll systems to 
decrease substantially, further reducing any impact due to administration. 
 
Using the assumptions outlined in Section A.6., the authors estimate employer impacts of about 
$157 in opportunity costs per employer due to the staff time necessary to facilitate the 
Program, resulting in a total employer impact of $1.3 million in 2019, $3.4 million in 2020, and, 
because a majority of employers are expected to join the Program in 2021, about $46 million in 
2021. For more detail on the employer impact, please see Appendix G.3.  

D. ECONOMIC IMPACTS 
 

Economic Impact Methodology 
To evaluate the economic impact, the SRIA considers economic impacts related to expected 
changes to consumption and investment due to adoption of the proposed regulations. The 
authors used the Regional Input-Output Modeling System (RIMS II) developed by the Bureau of 
Economic Analysis to assess the economic impacts of the proposed regulations. The authors 

                                                            
42 December 19, 2017 Ascencus update to Oregon Retirement Savings Plan Board 

https://www.oregonsaves.com/
https://www.nestpensions.org.uk/schemeweb/nest.html
http://www.edd.ca.gov/pdf_pub_ctr/de9c.pdf
https://leginfo.legislature.ca.gov/faces/billTextClient.xhtml?bill_id=201520160AB1245
http://www.oregon.gov/retire/SiteAssets/Pages/Meetings/5b%20-%20OR_board_Asc_upd_2017_12_19%20%2012132017v2.pptx
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used Type I multipliers for the California region to estimate the impacts of consumption and 
investment changes on output, earnings, employment, and value added on the economic 
sectors subject to the greatest impact.  
 

Consumption  
To evaluate expected impacts due to consumption, the authors used RIMS II multipliers for the 
economic sectors associated with the major categories of household expenses—with the 
average portion of household expenditures noted in parenthesis43:  

¶ Housing and Utilities (38.58%)* 

¶ Transportation (15.98%) 

¶ Food (14.15%) 

¶ Health (7.87%)* 

¶ Entertainment (4.90%) 

¶ Apparel and Services (3.13%) 

¶ Miscellaneous (15.38%) 
 
Because 80% of the eligible population has income below $50,000, the authors used the 
average annual household expenditures for individuals with income below $50,000.  
Using the assumptions outlined in Section A.6., implementing the proposed regulations will 
impact consumption. Over the next decade, the action of potentially millions of Californians 
saving for retirement will result in immediate loss of consumption in the state. Longer term, 
however, the accrual of retirement savings should result in a gain in consumption compared to 
the baseline, as participating individuals should accrue meaningful investment interest on their 
contributions.  
 
In 2019, consumption could be reduced by about $3.0 billion, with increasingly greater 
consumption reductions in the following years. For more detail on the consumption impacts, 
please see Appendix G.4. and Appendices G.6.-G.9.  
 
The authors used an average of the relevant RIMS II multipliers for each expenditure category 
and multiplied it by the expected consumption loss for the corresponding category.  
 
For more detail on the industry-specific impacts, please see Appendices G.6. – G.9. 
 

Investment Impacts 
To estimate the investment impacts, the authors assume 12.5% of investments will be invested 
in California-headquartered public companies—a portion common to global equity funds. The 
authors evaluated potential impact using RIMS II multipliers for the top-three industry 
categories in California according to their share of the California economy. The authors used 

                                                            
43 U.S. Department of Labor Bureau of Labor Statistics, (2015-2016), Consumer Expenditure Surveys, Table 3133 – Western region by income 
before taxes: average annual expenditures and characteristics,  
*The authors do not expect any significant impact on housing and utilities or health consumption due to adoption of these regulations and did 
not include calculations on the impact in the SRIA.  

https://www.bls.gov/cex/tables.htm#region
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the same assumptions detailed in Section A.6. to model expected annual savings and the 
portion of savings that constitutes new savings (and therefore new investment).  
 
For more detail on these industry-specific investment impacts, please see Appendices G.6-G.9.   
 

Competitive Advantage or Disadvantage 
The authors do not expect adoption of these regulations to create any significant competitive 
advantage or disadvantage for California businesses. As noted in the Employer Impact and 
Employer Benefit sections, there may be some benefit to covered employers in the labor 
market and some impact for covered employers due to compliance, but both impacts should be 
marginal.  
 

Employment 
The authors used the RIMS II multipliers and other assumptions detailed in Section A.6. to 
estimate impacts on jobs in California. The implementation of the proposed regulations will 
have positive impacts associated with new investment and negative impacts associated with 
reduced consumption. 
 
As calculated, total employment would result in a decrease of 17,964 jobs and an increase of 
3,189 jobs in 2019. For each year thereafter in the first decade of CalSavers operation, 
consumption losses result in increasingly greater job losses and investment gains result in 
increasingly greater job gains. By 2025, the calculations result in a total job gain. Long term, the 
authors expect the operation of the Program to result in job gains significantly greater than job 
losses as individuals begin to spend their retirement savings and investment interest earned. 
 

For more detail on projected jobs impacts, please see Appendix G.8. 
 

Incentives for Innovation 
The enabling statute for the Program includes a requirement that any employer of at least five 
employees provide a retirement plan to their employees. While we expect many such 
employers to register with CalSavers, many will be served by other retirement plans provided in 
the private sector marketplace.  
 
We expect the mandate to incentivize innovation by private sector firms in the employer-
sponsored retirement plan market, recordkeeping, third-party payroll services, and other third-
party benefit providers. The Program may also increase incentives for private sector retirement 
plan vendors to reduce unnecessarily high administrative fees due to competitive pressure 
created by the existence of the Program.  
 
The Program should also result in competitive pressure among retirement plan sponsors to 
reduce fees and bolster administrative efficiency and ease of use for plan sponsors and 
participants. Because the Program will be available to self-employed individuals, we expect this 
competitive pressure to extend outside the employer-sponsored retirement plan market to the 
individual market, particularly mobile and web-based retirement savings applications. 
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E. ALTERNATIVES 
 
State law established the Board and compels it to implement and operate the Program. The 
laws governing the Program include a great deal of specificity that did not require further 
definition in regulations. However, some sections of the law compel the Board to define specific 
policies about the Program through regulations.  
 
Before adopting the proposed regulations, the Board considered some alternatives to certain 
aspects of the regulations. CalSavers staff estimated the economic and fiscal impacts of the 
proposed and alternative regulations. The table below summarizes the significant alternatives 
to the proposed regulations covered in this analysis: 
 

Proposed Regulations Alternative 

5% Default Contribution Rate 3% Default Contribution Rate 

Implement Automatic Escalation of 
1% annually up to 8% 

Not Implement Automatic Escalation 

Designate an annual open enrollment 
period 

Designate a biennial open enrollment 
period 

Allow individuals to participate 
outside of an employment 
relationship 

Prohibit participation from individuals not 
employed by a participating employer 

Establish Roth as the default IRA type Establish Traditional as the default IRA type 

 

Alternative 1: adopt a default contribution rate of 3% 
When an employee enrolls in the Program, they will be provided the opportunity to elect how 
much they will contribute to their account (either as a percentage of wages or a specific dollar 
amount), the type of IRA(s) under which their contributions will be invested, and how their 
contributions will be invested, among other things. The proposed regulations would allow a 
participating employee to select an alternative contribution rate between 0-100% of wages, or 
make contributions in whole dollar amounts. If participants do not make an affirmative 
election, they would be enrolled under what are referred to as default account settings.  
 
Government Code Section 100032(i) establishes a default contribution rate of 3% of a 
participant’s wages and grants the Board authority to adjust the default contribution rate to no 
less than 2% and no more than 5%.  
 
Before the Board adopted the 5% default contribution rate, it solicited the input of the informal 
stakeholder groups and the public at large. The majority of stakeholders preferred a 5% default 
contribution rate, however that support was not unanimous. Two stakeholder groups preferred 
a lower rate of 3% due to concerns that a higher rate would dissuade some lower-wage 
employees from participating in the Program.  
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The Board also relied on some of the analysis conducted for the feasibility study completed in 
201644. As part of the feasibility study, the consultants held six focus groups throughout the 
state and conducted an online survey of over 1,000 eligible workers to estimate future 
participation of eligible workers and analyze the expected behavior of future participants, 
among other things.  
 

i. Cost and Benefits 
 

Alternative 1 would likely result in significantly less savings among participants, impact the 
Program finances, and reduce the Board’s ability to minimize administrative fees, further 
impacting participant savings and future financial security.  
 

Meaningful Retirement Savings 

There is no perfect metric to identify how much an individual should save to live comfortably in 
retirement, as it would require assumptions on how long an individual will live, how they would 
like to spend their money, and a myriad of other subjective assumptions. While many could 
disagree about a number, it is clear many do not have nearly enough saved to sustain their 
quality of life in retirement.  
 
Commonly-cited studies have estimated the average American worker should have enough 
savings to replace about 75-90% of their pre-retirement income to sustain the same quality of 
life in retirement45. Social Security benefits make up a significant share of retirement income 
for all workers and constitutes a greater portion of retirement income for lower income 
workers.  
 
Because the mean and median income of likely participants is relatively low, it is unlikely that 
either a sustained 3% or 5% contribution rate would result in savings sufficient to provide total 
financial security in retirement for most participants. Given this reality, the deliberation on the 
ideal default contribution rate centers on which rate is most likely to result in optimal 
participant behavior including its impact on a participant’s contributions and their decision of 
whether or not to participate in the Program.  
 
As shown in table 2 and 3, there are substantial differences between retirement savings 
accumulated between a 3% and 5% contribution rate. Absent automatic escalation, a typical 25 
year old participant would accumulate $90,532 less in retirement savings under a 3% 
contribution rate when compared to a 5% contribution rate. In scenarios with automatic 
escalation, the differences in expected retirement savings between a 3% and 5% default 
contribution rate are mitigated to some degree, resulting in overall savings differences of 6% 
for an individual beginning to save at age 35 and 5.21% for individuals beginning to save at age 
25.   
 

                                                            
44 Supra note 11  
45  Aon Consulting, (2008), Replacement Ratio Study  

http://www.aon.com/about-aon/intellectual-capital/attachments/human-capital-consulting/RRStudy070308.pdf
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Low Sensitivity to Default Contribution Rates 

Some commenters suggested relatively higher default contribution rates would result in an a 
greater likelihood that employees would choose to opt out of participation—suggesting a lower 
default contribution rate would result in greater participation rates for the Program. Recent 
studies, however, have demonstrated higher default contribution rates do not lead to 
significant reductions in participation rates, but, rather, resulted in an increased prevalence of 
contribution rate changes (both to decrease and increase the rates).46 This finding is further 
supported by recent survey data that show individuals eligible for programs like CalSavers are 
almost equally likely to participate under a 3% or 6% default contribution rate47. 
 
While higher rates are correlated with greater frequency of rate changes, lower default 
contribution rates have been shown to result in greater adherence to the rate, with one study 
showing 80% of participants remaining at a low default savings rate of 2% or 3%48. Such 
“stickiness” may be due to some combination of inertia and the appearance of an endorsement 
that such a rate is sufficient to accumulate meaningful retirement savings.  
 

Administrative Fees 
Administrative fees have a significant impact on an individual’s total retirement savings (for the 
purposes of this analysis, “administrative fees” refers to all fees necessary to operate the 
Program, including investment costs, recordkeeping costs, etc.). While the differences between 
fractions of one percent may appear to be insignificant to some, such a difference could result 
in significant differences in retirement savings long term.    
 
The feasibility study included the finding that the financing requirements and expense ratios for 
the Program are highly sensitive to the amount of contributions made to the Program. While 
there is no perfect way to analyze a proportional impact of higher contributions on the 
program’s ability to reduce fees, it is evident higher contributions will increase the Board’s 
ability to negotiate lower administrative fees—allowing participants to accrue more retirement 
savings.  
 

ii. Reason for Rejection  
 
The Board rejected Alternative 1 because it would likely result in in insufficient retirement 
savings for the target population, would not result in a measurably greater number of 
employees participating, and would necessitate higher administrative fees than the baseline.  

 

Alternative 2: not implement “automatic escalation” 
“Automatic escalation” is a term used to describe a retirement plan feature in which a 
participant’s contributions are increased by a certain amount automatically at certain intervals 

                                                            
46 Beshears, J., Benartzi, S., et. al., (October 2017), How Do Consumers Respond When Default Options Push the Envelope? Voya Behavioral 
Finance Institute for Innovation   
47 Scott, J., Blevins, A., et. al., (October 2017), Worker Reactions to State-Sponsored Auto-IRA Programs, Pew Charitable Trusts 
48 Choi, J., Laibson, D., Madrian, B., et. al., (December 2001), For Better or For Worse: Default Effects and 401(k) Savings Behavior National 
Bureau of Economic Research  

https://professionals.voya.com/stellent/public/6114876.pdf
http://www.pewtrusts.org/~/media/assets/2017/10/retirement_savings_worker_reactions_v5.pdf
http://www.nber.org/chapters/c10341.pdf
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for a certain period. Government Code Section 100032(k) provides the Board authority to 
implement automatic escalation and limits it to increases of no more than 1% of salary 
annually, up to a maximum of 8%.  
 
The Board decided to implement automatic escalation of 1%, to occur annually January 1, as a 
default account setting for participants. Participants would have the option to opt out of 
automatic escalation at any time, or could choose an alternative automatic escalation rate. 
Participants that have not been enrolled in the Program for at least six months would not have 
contributions subject to automatic escalation as a default option until the January 1 that falls 
after the participant has exceeded 180 days of participation.  
 
Most stakeholders and public comments expressed a preference for implementing automatic 
escalation, however some expressed interest in automatic escalation rates below 1% due to 
concerns about financial burdens to participants. At least one commenter conditioned their 
support for automatic escalation on a lower default contribution rate. Most, if not all, 
commenters expressed an understanding of the benefits of some level of automatic escalation 
as a valuable tool to encourage greater retirement savings. 
 

i. Cost and Benefits 
 
The benefits of implementing automatic escalation include the same benefits of a higher 
default contribution rate: an increased likelihood of greater retirement savings among 
participants and the related benefits of improved financial efficiency for the Program and 
reduced administrative fees for participants. In addition, starting participation with the lower 
5% rate and building up to the higher 8% during a four year period allows participants, many of 
whom are not accustomed to formal saving and investing, to adjust to the change in their 
household cash flow more gradually than starting with a higher rate from the outset. 
 
Stakeholders supported implementation of Automatic Escalation. Some stakeholders expressed 
concerns that the rate and frequency of Automatic Escalation could result in financial burden to 
some participants. In response to those concerns, the Board included the regulatory 
requirement that participants be notified about any pending Automatic Escalation no later than 
90 days before it is set to occur.  
 
Individual Preferences 
Automatic features in retirement plans have been increasingly prevalent in retirement plans 
nationwide over the past decade—spurred in part by passage of the Pension Protection Act of 
2006. Nationwide, about half of retirement plans use automatic enrollment and about two-
thirds of those plans use automatic escalation49. 
 
Automatic features are popular among individuals. A survey performed for the Board’s market 
analysis found about 84% of the eligible population think automatic enrollment is a good idea 

                                                            
49 Vanguard, (June 2018), How America Saves 2018 

https://pressroom.vanguard.com/nonindexed/HAS18_062018.pdf


Page 33 of 42 

and over half (57%) of respondents expressed strong support for it. Among those surveyed, 
81% noted they would remain in the Program if it utilized automatic escalation, however a third 
expressed they would opt out of the automatic increases50.   
 
Retirement Security 
 As shown in the assumptions section in table 2, the use of automatic escalation will provide 
individuals with a substantial increase in retirement savings compared to models without 
automatic escalation. For a typical eligible individual age 25, use of automatic escalation of 1% 
annually resulted in $43,526 more retirement savings, a 35% increase compared to models that 
do not use automatic escalation.   
 
Administrative Fees 
Similar to the considerations in alternative 1, the use of automatic escalation would have a 
beneficial impact on the administrative efficiency of the Program, allowing the Program to 
more rapidly reduce administrative fees. Administrative fee reductions will have a strong 
beneficial impact on an individual’s retirement savings and financial security.  
 
Risks of Financial Burden 
Some commenters have expressed concerns that automatic escalation could result in financial 
burden for participants who may not remember the default automatic increase feature. To 
mitigate such concerns, the Board has adopted proposed regulations that would require notice 
to participating employees at least 90 days prior to any automatic escalation—to be followed 
by additional notices nearer to the escalation.  
 
In addition, employees will have the opportunity to opt out of automatic escalation at any time 
or change their automatic escalation amount. Employees will also be made aware of the 
opportunity at enrollment, before they have made any contributions to their account.  
 

ii. Reason for Rejection 
 
Due to the benefits of automatic escalation and incorporation of policies that mitigate risk of 
individual financial impacts, the Board rejected Alternative 2.  

 

Alternative 3: designate a biennial open enrollment period 
The proposed regulations would establish an annual open enrollment period from October 1 
through November 30 during which eligible employees are provided the opportunity to enroll 
in the Program. The open enrollment period would be the only period during which an 
employee who previously opted out of the Program could choose to enroll in the Program. New 
or newly-eligible employees will have the opportunity to enroll after their hire date or date of 
eligibility—outside of open enrollment.  
 

                                                            
50 Supra note 11   
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Government Code Section 100032(f)(2-3) provides the Board designate an open enrollment 
period at least once every two years.  
 

i. Cost and Benefits 
 
The benefits of making open enrollment annually, instead of every two years, would include 
allowing employees more opportunities to participate in the Program and accrue retirement 
assets. Disadvantages of annual open enrollment include some marginal additional opportunity 
cost for employers, as annual open enrollment would require more frequent employer duties 
than every two years.  
 
As detailed in in Section A.6., enrolling new employees will have some impact on employers due 
to the time necessary to facilitate enrollment, about thirty minutes to add new employees. The 
authors expect some substantial variation in the time necessary for employer compliance 
depending on the systems used by the employer, the number of employees, and other factors. 
However, the authors believe the impacts of annual open enrollment are outweighed by the 
benefits of improved financial security for participating individuals.  
 

ii. Reason for Rejection 
 

The Board rejected Alternative 3 because it would restrict the times at which an employee may 
choose to enroll in the Program, thereby reducing their likelihood of accruing meaningful 
retirement savings.  

 

Alternative 4: prohibit individual participation 
Government Code Section 100012(k) compels the Board to “Evaluate and establish the process 
by which an individual or an employee of a nonparticipating employer may enroll in and make 
contributions to the program.”  
 
The proposed regulations would allow California residents, who are not employees of 
participating employers, to participate in the Program (for these purposes, referred to as 
“individual participation”). To participate, individuals can contribute to a CalSavers account 
directly using bank transfers. Due to concerns about cost efficiency, each contribution must be 
at least $10 under the proposed regulations.  
 

i. Costs and Benefits 
 
Portability and Inclusivity 
Government Code Section 100004(a) establishes the California Secure Choice Retirement 
Savings Trust and identifies its purpose as “…promoting greater retirement savings for 
California private employees in a convenient, voluntary, low-cost, and portable manner.”  
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By allowing individual participation, participating employees will be able to continue 
contributing to their CalSavers account if they leave a participating employer—increasing the 
likelihood they will accrue meaningful retirement savings. In addition, this provision enables 
self-employed individuals and contractors to access low-fee, professionally managed, 
transparently governed investments. 
 
Disallowing individual participation would reduce the portability and reach of the Program, 
reducing the likelihood that individuals would continue saving throughout their career and 
would flout one of the four key tenets of the Program established in state law.  
 
Administrative Efficiency 
Potential disadvantages of allowing individual participation pertain mostly to impacts on 
administrative efficiency and costs. Each additional individual participating in the Program will 
result in additional costs necessary to administer their account. However, those costs are 
covered by the contributions an individual makes into the Program. Because such individuals 
will not have the benefit of regular automatic payroll contributions, the Program will rely on 
affirmative actions by the individual to contribute directly into their account. Allowing 
individuals to participate outside of an employment relationship may increase the risk of 
negatively impacting cost efficiency. However, such individual participation could result in a net 
benefit for administrative efficiency if such individuals make meaningful contributions to their 
account consistently.  
 

ii. Reason for Rejection 
 
Due to the benefits of greater retirement security for California workers and the legislative 
mandate to make the Program portable, the Board adopted proposed regulations that would 
allow individuals to participate outside of an employment relationship.  
 

Alternative 5: establish Traditional IRA as the default IRA type 
The proposed regulations would allow participants to choose between a Roth and Traditional 
IRA and establish Roth IRAs as the default IRA type.  
 
Government Code Section 100008 compels the Board to include one or more payroll deduction 
IRA arrangements for the Program.  
 
Before deciding on the default IRA type, Program staff considered the input of its stakeholder 
working groups and external expertise to consider the merits and potential disadvantages of 
selecting either of the two types as the default option.  
 

i. Costs and Benefits 
 
The qualities of Traditional IRAs include: 

http://www.treasurer.ca.gov/scib/meeting/2017/20171218/staff/8.pdf
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¶ contributions may be tax-deductible depending on the taxpayer's income, tax-filing 
status and other factors; and 

¶ when taking distributions from a traditional IRA, the funds are treated as ordinary 
income and are subject to income tax. Distributions can be taken as early as age 59 ½ 
with required minimum distributions at age 70 ½. Funds removed prior to full 
retirement eligibility incur a 10% penalty in addition to the applicable income tax rate. 

 
The qualities of a Roth IRA include: 

¶ Contributions are taxed in the year in which they are contributed. 

¶ Investment earnings are not taxable. 

¶ Contributions are subject to the same limits as a Traditional IRA. 

¶ Contributions are not tax deductible since they are made with after-tax dollars 
(although the Saver’s Credit provides an additional tax credit of 10% to 50% of the 
contribution, depending on income and life situation). 

¶ Distributions equal to the amount contributed to the account can be withdrawn at any 
time without penalty, however withdrawals of any investment interest earned on 
contributions prior to 59 ½ will be taxed as income and subject to a 10% early 
withdrawal penalty. 

¶ Contributions can be made after the participant reaches the age of 70 ½ provided they 
have earned income. 

¶ Savings are not subject to required minimum distributions. 

¶ There are eligibility restrictions on Roth IRA participation depending on tax filing status 
and income level.   

 
This table from the IRS shows the eligibility and contribution limits for participation in a Roth 
IRA for 201851:   
 

Filing Status Adjusted Gross Income Contribution Limit 

married filing 
jointly or qualifying 
widow(er) 

 < $189,000  up to the limit 

 > $189,000 but < $199,000  a reduced amount 

 >  $199,000  Zero 

married filing separately and 
you lived with your spouse at 
any time during the year 

 < $10,000  a reduced amount 

 > $10,000  Zero 

single, head of household, 
or married filing 
separately and you did not 
live with your spouse at any 
time during the year 

 < $120,000  up to the limit 

 > $120,000 but < $135,000  a reduced amount 

 > $135,000  Zero 

 

                                                            
51 Amount of Roth IRA Contributions That You Can Make for 2018 Internal Revenue Service 

https://www.irs.gov/retirement-plans/plan-participant-employee/amount-of-roth-ira-contributions-that-you-can-make-for-2018
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Whether a Roth or Traditional IRA is more beneficial to the participant depends on a multitude 
of factors, including: 

¶ tax bracket and current income of the participant; 

¶ expected tax rate at retirement; 

¶ need or desire for penalty-free access to savings pre-retirement; and  

¶ personal preference. 
 
In general, lower participant current income and a longer investment horizon suggests an 
advantage to participating in a Roth IRA, since there is no (or a reduced) benefit to the 
reduction in taxable income provided by a Traditional IRA. Additionally, since Roth IRA 
contributions are made with after-tax dollars, both the contributions and earnings can be 
withdrawn tax free in retirement.  
 
If a participant decides they do not want to participate in the Program after being automatically 
enrolled, or otherwise withdraw their contributions, the contributions are treated as if they 
were never made as long as the distribution occurs by the due date of their tax return for the 
year in which they made the contribution(s). The withdrawal of contributions is tax free, but 
any earnings on the contributions must be reported as income for the year in which they were 
earned. The relatively greater flexibility for withdrawals could result in greater likelihood of 
early withdrawals, mitigating some of the consumption impacts detailed in Section A.6. 
 
An argument in favor of the Traditional IRA approach is the inherent incentive for participants 
to leave retirement savings invested in the account and not access the funds for shorter term 
needs. This structure strongly encourages participants to commit to treating the IRA as the 
long-term investment account that it is intended to be. However, as strongly suggested by 
several employee and consumer stakeholders groups, access to funds for emergency or other 
high priority needs may be paramount for many lower income families that the Program seeks 
to serve. As referenced in the introduction to this document, the Program must be sensitive to 
the diverse financial lives of its participants and be vigilant in identifying means to 
accommodate a complex hierarchy of financial needs. 
 
Proponents of a Traditional IRA option also argue that it would allow individuals earning above 
the Roth income cap (in 2018, the caps are $135,000 annually for individuals, up to $199,000 
annually for married couples) to participate in the Program, where those individuals could not 
participate via a Roth IRA account structure. While data on this sub-group is not available, staff 
assumes that there would be only a small number of such individuals among the employers 
subject to the law’s mandate and that many of them would be likely to have savings 
arrangements established on their own. 
  
There is no clear administrative delineation to the Program or cost advantage to the participant 
of offering either a Roth or Traditional IRA, though offering both at launch would add 
complexity to program participation at both the employer and employee level.  It would add 
operational complexity for the participating employers by requiring them to track both pre- and 
post-tax contributions for various employees, and would require an additional level of outreach 
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and education to the participants and potential participants so that the advantages and 
disadvantage of both account types are clearly understood.  
 

ii. Reason for Rejection 
 
Because the greatest share of participants are likely to benefit more from saving in a Roth IRA 
treatment rather than Traditional, the proposed regulations would establish Roth IRAs as the 
default IRA type.  

F. FISCAL IMPACTS 
 
Adoption of these regulations would result in no direct costs of compliance or enforcement for 
state government, local agencies, or any other local government entity. Adoption of these 
regulations would result in no impact on federal funding to the state. Adoption of the 
regulations may result in additional expenditures by the State to finance the implementation of 
the Program, however state law requires the Program reimburse the state for any funds loaned 
to the Program to facilitate implementation and initial operations, including any such services 
performed by other state agencies. Statute requires the Program to be self-sufficient, with all 
necessary funding to be provided by fees applied to the Program assets.  
 
Adoption of these regulations will impact sales and use tax revenue for the state and local 
government due to expected losses in consumption, detailed below. Long term, the authors 
expect adoption of these regulations will result in an increase in sales and use tax revenue due 
to compound interest earned on investment returns earned throughout a participating 
individual’s working life. As shown in A.5., investment interest can compose as much as two-
thirds or more of an individual’s total retirement savings.  
 
If these regulations are not adopted, the Program could not operate and would be unable to 
earn the funds necessary to repay the loan.  
 
Any fiscal impact resulting from the adoption of these regulations would be indirect and 
dependent on the behavior of the eligible population.  
 

Sales and Use Tax 
Using the assumptions outlined in Section A.6., and assuming participating individuals spend 
33% on taxable goods at the average state sales tax rate of 8.4%, the authors estimate the 
adoption of these regulations could result in an $85 million reduction in SUT collection in 201952 
and greater reductions each year thereafter. For projections of Sales and Use Tax impact for 
calendar years 2019-2028, please see Appendix G.4.    
 
This SUT revenue loss, however, is not permanent. Individuals who save through the Program 
will, at some point, withdraw their retirement savings and spend those savings in the economy. 

                                                            
52 For additional years, please see Appendix G.4. 
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Because those savings will accrue investment interest compounded over time, most individuals 
should have a significant portion of total retirement savings made up of investment interest. 
That interest represents dollars that would not have been otherwise spent in the economy 
compared to the baseline.  
 
Individuals that withdraw their retirement funds before reaching retirement age (or age 59 1/2, 
the age after which savings can be withdrawn free of taxes and penalties), would result in little 
to no long-term impacts to SUT, as the individuals would have access to the same dollars that 
negatively impacted consumption and SUT revenue. Early withdrawals may even add to total 
SUT revenue depending on investment return, as some investment return may be sufficient to 
compensate for the dollars lost through taxes or penalties.  
 
Interest earned by participants represents new contributions to consumption and SUT revenue, 
as it represents assets that would not have been earned by individuals in the baseline scenario. 
As shown in Tables 4 and 5, investment interest can account for a majority of total retirement 
savings, even for individuals that don’t start saving until age 35. For individuals that begin 
saving at age 25, investment interest can account for about two-thirds of total retirement 
savings under relatively conservative assumptions. For participants that begin saving at age 35, 
investment interest can account for about 55% of total retirement saving.  
 
To show an example of how the Program may impact SUT revenue long-term, the authors 
calculated expected savings for the cohort of participants eligible for the Program ages 34-18 
during year one of operation (2019). Using assumptions from the market analysis and feasibility 
study for participant ages53, a little less than half of eligible participants will be below age 35 
(about 3.5 million individuals) in 2019. Out of those, about 1.5 million will be below age 25 and 
about 2 million will be between ages 34 and 25.  
 
For these estimates, the authors assumed all participants age 34-25 will save and earn interest 
according to the assumptions used for Tables 4 and 5, earning about 55% of total retirement 
assets through investment interest. Similarly, the authors assumed all individuals age 24-18 will 
earn about 66% of retirement assets through investment interest. For the cohort age 34-25, the 
authors assumed each would save for thirty years. For the cohort age 24-18, the authors 
assumed each would save for a period of 40 years. To show differences in potential outcomes, 
the authors show expected retirement savings for this cohort if as few as 10% of participants 
save for the full 30/40 year periods.  
 
If only half of such participants save for the full 30 or 40 year periods, their participation would 
result in $189.6 billion collectively in investment interest alone, assets they would not have 
accumulated in the baseline scenario, and over $300 billion in total assets. If only 10% of such 
participants participate for the full period, they would be expected to earn $37.9 billion 
collectively in investment interest and about $62 billion in total savings.  
 

                                                            
53 Supra note 11  
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Personal Income Tax Revenue 
The extent to which operation of the Program impacts tax revenue will depend on the behavior 
of participants. Specifically, the impact shall depend on the frequency of the IRA type selected 
by participants.  
 
Selection of the Roth IRA type should result in no significant impact on personal income tax 
revenue, as contributions to a Roth IRA are taxed as normal income. Because the default IRA 
type is Roth, and because experience shows an overwhelming majority of participants will use 
the default settings, the authors expect only a negligible portion of retirement savings to be 
made under a Traditional IRA.  
 
Any contribution to a Traditional IRA should result in a long-term increase in taxable income. 
Contributions to a Traditional IRA are eligible for a tax benefit for participants for the tax year in 
which contributions are made. At the time an individual withdraws their funds, both 
contributions and earned interest are taxed as ordinary income. Because taxes are applied to 
both contributions and the interest earned, the net tax benefit should be positive for 
contributions made to a Traditional IRA.  
 
Any impacts on tax revenue could vary widely depending on the following factors: 

¶ the likelihood participants will choose to contribute to a traditional (pre-tax) IRA, as 
opposed to the default Roth (post-tax) IRA treatment; 

¶ the amount of time an individual spends contributing to the Program; 

¶ income tax rates for participants in the near future and in the future;  

¶ for assets held in a Traditional IRA, the investment returns earned on those assets;  

¶ the pace of withdrawals from an individual’s account; and 

¶ expected investment return for participants. 
 

CalEITC 
Because many participants will be eligible for tax benefits due to saving in the Program, staff 
expect an increase in tax filing statewide. Due to the expected increase, staff would also expect 
an increase in the number of Californians who claim the California Earned Income Tax Credit 
(CalEITC) as well as the federal Earned Income Tax Credit.  
 
The authors expect this impact to be minor, as it should only result from individuals who 
choose a Traditional IRA treatment in lieu of Roth, the default IRA treatment. Because 
individuals must have relatively low income to qualify for CalEITC, and because lower income 
individuals tend to benefit less from using a Traditional IRA than they would a Roth IRA, we do 
not expect there to be a significant increase in EITC claims resulting from the Program.  
 

Employment Development Department 
The enabling statute requires the Employment Development Department (EDD) to facilitate the 
dissemination of Program materials to participating employers and identifies it as the state 
agency responsible for enforcement of employer compliance with the Program. Any costs 
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incurred by EDD due to fulfilling either role would be reimbursed by the Program, as required 
by the statute under Unemployment Insurance Code (UIC) Section 1088.9(g), accordingly EDD 
will require permanent staff, technological upgrades, and some ancillary expenditures. 
 
The Board anticipates CalSavers staff and the TPA will perform many of the major marketing 
duties and some of the distribution duties. However, EDD will require certain resources to 
perform the duties identified in statute and respond to inquiries from employers. For their role 
in marketing and dissemination of program materials, EDD anticipates it will require 8.88 full-
time equivalent (FTE) staff and $2.99 million in one-time costs and 8.4 FTE and $1.31 million in 
ongoing costs. These costs include staff time spent distributing materials, responding to calls 
and other correspondence from employers, developing some new online materials, and 
incorporating program-related education into existing employer outreach efforts. This assumes 
EDD is the sole source for disseminating the program materials. 
 
The compliance functions outlined in UIC 1088.9 will not begin until six months after the Board 
notifies the Director of EDD that full implementation of Title 21, the Government Code Sections 
dictating operations of CalSavers, will proceed. Based on current rollout plans, this notification 
is expected to occur in 2023. Because of the logistical considerations necessary to develop new 
IT systems, recruit and train staff, obtain funding, and receive approvals necessary for state IT 
projects, EDD anticipates it will require a minimum of 24 months to implement the compliance 
feature. 
 
For their role in enforcing employer compliance, EDD anticipates it will require 29.14 FTE and 
$10.77 million in one-time costs. These costs are primarily for updating information technology 
systems and creating a new stand-alone system to track employee complaints regarding 
employer non-compliance, investigations, collection of penalties, and coordination with the 
Program. EDD estimates it will need 24.67 FTE and $5.03 million in ongoing costs. In addition to 
staff and IT costs, compliance will require EDD to establish a new phone line and 
correspondence procedures, develop an online interface to verify employer information, 
establish a new P.O. Box for mail associated with the program, and other ancillary support 
services. 
 

Medi-Cal Savings 
Medi-Cal accounts for a significant portion of the state’s annual expenditures, accounting for 
about 15% of the state’s 2017-18 General Fund budget.  
 
Participation in the Program is expected to result in a significant increase in retirement savings 
among Californians. Because individuals must have incomes below a certain threshold to 
participate in Medi-Cal, there will likely be a net reduction in Medi-Cal participation than would 
otherwise occur absent these regulations.  
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One analysis found California would save an estimated $604.7 million in reduced Medi-Cal 
expenditures over a ten year period due to implementation of the CalSavers program54. The 
authors of the study note the estimate is conservative and suggest long-term savings could be 
exponentially higher depending on long-term behavior by participants and other factors.  
 

Saver’s Credit 
These regulations would likely result in some increase in claims for the federal Retirement 
Savings Contributions Credit (aka, the “Saver’s Credit”). However, the Program does not expect 
any significant fiscal impact resulting from such an increase, as the number of individuals who 
would benefit from claiming the credit is limited by its design55.   

G. APPENDICES 
 

1. Estimated Annual Number of Eligible Employers (2019-2028) 
2. Estimated Annual Number of Eligible Employees (2019-2028) 
3. Estimated Annual Employer Impact (2019-2028) 
4. Estimated Annual Contributions, Consumption, and Sales and Use Tax Impact (2019-

2028) 
5. Estimated Annual Savings (2019-2028) 
6. Macroeconomic Impact – Output (2019-2028) 
7. Macroeconomic Impact – Earnings (2019-2028) 
8. Macroeconomic Impact – Employment  (2019-2028) 
9. Macroeconomic Impact – Value-Added (2019-2028) 

 
 

                                                            
54 Segal Consulting, (2017), State Retirement Savings Initiatives Do More than Enhance Retirement Security for Private Sector Workers  
55 Alicia H. Munnell and Anqi Chen, Could the Saver's Credit Enhance State Coverage Initiatives? Center for Retirement Research at Boston 
College (April 2016) 

https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-savings-contributions-savers-credit
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-savings-contributions-savers-credit
https://www.segalco.com/media/2966/data-1-2017.pdf
http://crr.bc.edu/wp-content/uploads/2016/04/IB_16-7.pdf



















